In the forthcoming period the European air traffic management will handle double flight operations than today -from 1.7 to 2.1 higher traffic level in 2025 than in 2005 [1]. The problem of the European airspace fragmentation should be solved by the comprehensive dynamic harmonization programs, which can contribute to effective increase of airspace capacity and increase of air transport efficiency. The main objective of the development strategy refers to the implementation of reformation processes of the European air traffic management system through functional ATM 1 regionalization. Encouraged by the Single European Sky project, and through airspace de-fragmentation, numerous projects have been initiated by Eurocontrol in cooperation with the European Commission. One of them is establishing of the Functional Airspace Block in South Eastern Europe. The implementation of regulatory, institutional and legal framework of the Single European Sky FAB 2 would ensure the expansion of the European air traffic market to South Eastern Europe, counting over 500 million potential users [2] . Croatia and all the other countries in the region have to adopt the provisions of ECAA 3 Agreement and EU air transport acquis in their national legislation. This paper specifies the main determinants of the strategic development as well as the key factors which influence the European air traffic dynamics. The paper elaborates the indicators and significant elements of the required ATM reforms in South Eastern Europe on the samples of six ANSPs according to ECAA Agreement and EU acquis.
INTRODUCTION
The regulatory environment of the aviation industry has significantly changed over the last two decades. The origins of these changes lie in the aviation industry liberalization. The 1978 United States Deregulation Act was the most important event in the worldwide aviation market, changing the face of civil aviation in the United States. The required permission for airlines to serve any given route was dismantled with the Deregulation Act. As it followed, Europe launched its three Liberalisation Aviation Packages during last two decades, gradually liberalised the aviation market of the member countries [3] . Air transport had been traditionally a highly regulated industry, performed dominantly by national flag carriers and state-owned airports. The internal market has removed all commercial restrictions for airlines flying within the European Union, such as restrictions on the routes, the number of flights or the setting of fares, while that is not the case when flying to countries outside EU 4 . The creation of the single European market brought significant benefits to airspace users. Since 1993 the number of airline routes has increased by 170 percent within EU, ensuring greater choice of destinations and direct flights for passengers. Between 1993 and 2006, the number of routes with more than two carriers rose by 300 percent [4] . Due to the EU enlargement in 2004, the air traffic in accession countries doubled in just two years.
International aviation has traditionally been governed by bilateral agreements between individual countries, restricting the number of airlines on the routes concerned, the number of flights and the possible destinations. In order to overcome this limitation the European Community is extending its policy over its borders. In June 2005 transport ministers agreed on a roadmap for the development of external aviation policy. The extension of a single market to neighbour-ing countries is a key EU objective. As the objective of EU external policy is the creation of Common Aviation Area by 2010, in June 2006 the ECAA agreement was signed. This agreement integrates partner countries in South Eastern Europe -(Albania, Bosnia and Herzegovina, Croatia, Macedonia, Montenegro, Serbia, and Kosovo) into a single market [5] . The ECAA partner countries will adopt the EU air transport regulations.
A competitive and sustainable air transport industry needs a high performance ATM system. This will be achieved by the integration of the European airspace by means of dynamic harmonisation programmes [6] . The strategic development programmes of the European airspace refer to the solving of the problem of fragmented airspace by means of ATM regionalisation, increasing airspace capacity and traffic efficiency [7] . Thus the 2004 adaptation of the Single Sky legislation brought legal basis for a range of activities in the ATM system. The European Commission has mandated Eurocontrol to provide technical assistance and develop the implementing rules within the SES 5 framework. The technological dimension of SES has been articulated by SESAR 6 , speeding up the innovations in aviation industry. The fragmentation issue will be solved through the Functional Airspace Block concept, where air traffic would be based on operational requirements, regardless of the existing boundaries [8] .
REGULATORY ENVIRONMENT IN SOUTH EASTERN EUROPE
The European air transport sector which can be defined as airports, airlines, Air Traffic Management and the manufacturing industry, comprises more than 130 airlines, operating across over 450 airports with some 60 air navigation service providers. Air transport sector represents a complex and unique global network linking people, playing a vital role in further integration and development of the enlarged Europe. Air transport makes a contribution to the European economy with more than 3 million people employed in the EU and a contribution of EUR 120 billion to the European GDP. According to Eurocontrol CFMU 7 data, there are on the average 28,000 flights on a daily basis in Europe. The number of flights in Europe reached in 2008 an all time high (over 10 million flights), the peak being with 34,476 flights. The growth under the ECAA Agreement counted over 6.6 million passengers travelling between the EU and the South Eastern Europe in 2007 (a 5% increase over the 2006 figures) [9] .
The extension of the European air transport market in South Eastern Europe will have positive outcome on the business travelling, tourism and broader integration of the region. With full implementation of the ECAA Agreement by the year 2010, the countries of South Eastern Europe will become a part of fully integrated aviation market with 500 million potential passengers [10] .
The European Investment Bank in cooperation with the Nordic Aviation Resources launched in 2000 the Air Traffic Infrastructure Regional Study which served as the basis for investment project in the transport sector. The key findings were presented as: differences in aerospace organisation in the countries, lack of integration of the ATM infrastructure in the region (as area control centres and non optimal routes and sectors are designed to meet national requirements), large amount of airspace used for military purposes, insufficient interoperability as result of national industrial interests in investment decisions (area control centres have limited technical and operational compatibility with neighbours), shortage of air traffic controllers in the region, on-job training as result of very diverse environment (design and equipment of area control centres) [11] .
Membership of South Eastern European countries in the European institutions has to be observed in order to analyse the Institutional framework of air traffic control and aviation safety in the SEE Region. The ICAO 8 and the ECAC 9 define the safety and the security standards for their members, audit compliance and provide training. All countries analysed are members of four European institutions with complementary mandates addressing cross-border issues in air traffic control safety and security. All countries observed are members of JAA 10 even though most of its functions are delegated to EASA 11 , except the liaison between EASA and CAA 12 of non EASA JAA member states and for training functions. EASA competences have been expanded to safety regulation of aerodromes, air traffic management and air navigation services, and for the total system approach to civil aviation safety 13 . All SEE countries participate in the work of Eurocontrol which is mandated to integrate air traffic control across Europe. Eurocontrol provides technical expertise for aeronautics and flight across Europe and is working on the building of a homogenous Pan European air traffic management system. Eurocontrol CFMU 14 manages the flow of 44 states which participate in ECAC in order to ensure that the user demand does not overload the capacities of the existing infrastructure. Eurocontrol CRCO 15 provides Pan European cost-recovery system that funds air navigation facilities and services and supports Air Traffic Management developments. Eurocontrol manages Aviation Safety and Traffic Control II project, which provides assistance to countries in order to fulfil the future international, regional and national responsibilities, aligning their national ATM systems with the European standards. The support is focused on the development of effective and efficient Civil Aviation in each of the five CARDS 16 countries. The projects are funded by the EU [12] .
In order to reorganise the international market policy that is based on bilateral agreements granting the traffic rights, EU has developed external aviation policy with the aim of creating economic opportunities by opening new markets for the competition and ensuring fair competition by promoting regulatory convergence in key areas. When dealing with different countries the Community approach needs to be done on case-bycase basis (maturity of the market, level of ambitions of the country concerned, level of harmonisation with EU regulations and standards and specific interests of the Community and member country. The External policy will be achieved through three pillars: a) ensuring the legal certainty of the existing bilateral agreements between EU member countries and third countries (since 2004 more than 700 bilateral agreements have been brought into conformity with the Community law), b) negotiating comprehensive ATA 17 on EU level with certain third countries (such agreements create new economic opportunities for the European air transport industry and regulatory convergence process ensuring fair competition at level playing field beyond the scope of traditional air transport agreements -e.g. Open Sky Agreement with US, c) developing a Common Aviation Area with the neighbouring countries by 2010 -e.g. Union for the Mediterranean and ECAA).
The beginning of the CAA can be traced back to 1993, when the most advanced integration of the third countries with the EU air transportation policy was achieved within the framework of the European Economic Area Agreement 18 . The EU and ten neighbouring countries 19 have agreed to establish a European Common Aviation Area by 2010 ( Figure 1 ). The extension of the European air transport market on South Eastern European countries should have positive outcome on tourism, business travel and broader integration of the region [13] . The ECAA Agreement was signed in June 2006 and commits all signatories to adopt the EU acquis for air transport, which includes: -legislation that liberalizes market access, traffic rights and fares; -regulation on airport ground handling and slot allocation; -safety and security regulations; -rules on competition and state aid; -the acquis related to air traffic management and the Single European Sky; and -environmental standards and consumer rights pertaining to aviation. The implementation of the ECAA Agreement will take place in three stages. In the first stage all carriers licensed within ECAA will be able to fly from their countries to any ECAA destination (3 rd and 4 th freedom right). The second stage will allow airlines to pick up passengers on stop-over flight before dropping them to a third country (5 th freedom). Third stage liberalises the market by acceptance of all the remaining freedoms and full transposition of the aviation acquis. ECAA presents vehicle for cross-border agreement and has significant advantages over an open sky approach: -only one agreement is needed instead of a revision of several dozen ATAs; -induces countries to modernise their sector policies in line with international best practices; -harmonises regulatory framework and increases transparency for market participants; and -ensures the development of regional route networks 20 . The ECAA agreement obliges countries signatures of the agreement on the adaptation of about two dozen of EU Regulations and Directives
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. The issue arising from the implementation of the EU Law is evident when governments have to discontinue restrictive practices related to traffic rights and price controls. On the other hand, EU rules apply only beyond certain thresholds that most countries in the region do not yet cross. The alignment of national legislation with the ECAA Agreement entails substantial reforms [3] .
Most of the countries have started to make adjustments to their national legislation concerning aviation, but the process of the establishment of the ECAA is still a long way to go (see Table 1 ). The acceleration of the adjustment with ECAA Agreement could be achieved by the introduction of clauses in aviation codes which would permit the introduction of new national laws in direct reference to international regulation. The main issue of ECAA implementation is the willingness of governments in the concerned countries.
The institutional framework of the aviation sector requires further adjustment. According to international best practices, the aviation policy is the responsibility of transport ministries, while autonomous Civil Aviation Authority (CAA) should be in charge of safety and economic regulation. The CAA should be given full political and institutional independence. The SES I legislation requires the establishment of the National Supervisory Authority (NSA) which should be at least functionally if not institutionally separated from the Air Navigation Service Provider (ANSP). Since June 2007 the ANSP have become subject to certification (common requirements) by the NSA 22 .
As the requirement of the EU transport acquis, the air traffic control should be handled by separate autonomous entity. Other operational functions -such as airlines, airport, ground handling services -should be separated from the ministry and the regulator and if possible commercialised and where possible privatised. In the South Eastern Europe substantial work remains to be done (see Table 2 ) [14] .
Ambitious initiatives for regional ATM cooperation have been launched. Given the fragmentation of airspace above SEE, regional ATM cooperation needs to complement reforms at the national level. Airplane travelling at 900 km/h needs less than 10 minutes to cross the Macedonian and 20 minutes to cross the Bosnian airspace. On some regional routes, airplanes fly across five different countries in the course of an hour. There is no unique solution for regional ATM cooperation and for the achievement of a seamless and cost-effective ATM system. According to SES Framework Regulation the establishment of Functional Airspace Blocks should organize airspace regardless of national boundaries based on operational requirements enabling cross-border provision of air naviga- 
OPERATIONAL ASPECT OF REGIONAL AIR TRAFFIC
Air traffic is growing rapidly from a low base, as a shadow of a series of armed conflicts and economic turbulences of the past decades. Traffic growth in South Eastern Europe can be described by two characteristics. The first one is that the main drivers of passenger traffic in the region are tourism and the migrant communities. The second characteristic is that much of the passenger traffic between the EU and South Eastern Europe is land based. Air transport in the SEE is driven by GDP growth and exponential relationship between per capita income and the tendency to fly.
The Eurcontrol medium term report (which includes over-flight traffic) assumes an annual 4-percent growth for the selected countries between 2008 and 2015, while the base case scenario for EU 27 predicts 1.9 percent annually. The main drivers for air transport demand in SEE region are tourists (mostly EU nationals) and large migrant community (mostly based in EU). Eurocontrol flight movements forecast (2009-2015) emphasizes that route network sensitivity will be concentrated in South Eastern Europe because the reduction in IFR 27 departures is not connected with the influence and effects of high-speed trains [9] . The main characteristic of air traffic in the region is that the majority of traffic flow in the SEE Region flows across national borders, as most countries are too small for domestic flights. Croatia is the only exception, with 554,000 passengers in domestic traffic. The second characteristic is that the regional air traffic flows account for two-thirds of air traffic in the SEE Region -69 percent in Bosnia and 87 percent in Albania. Albania and Kosovo have only one airport each, while FRY of Macedonia has two, which are 150km apart. This highlights the importance of cross-border liberalisation -ECAA. The third characteristic is strong migration and trade linkages with the neighbouring countries. Germany, Italy and Austria, according to the EC Report, account for over 60 percent of the routes from EU to South Eastern Europe. At the same time the low-cost effects and market share by traffic zone will be in 2015 the lowest in Albania (5%) and Macedonia (8%), modest in Serbia-Montenegro and Bosnia-Herzegovina (19-20%) and the highest in Croatia (21-30%). It should be noted that on the Croatian air transport market in terms of carried passengers the share of LCC (year 2008) is already 24.8 percent.
There are some 2,000 airlines around the world that operate a total fleet of 23,000 aircraft. They serve some 3,750 airports through a route network of several million kilometres managed by around 160 air navigation service providers [16] . The South Eastern European region represents a modest and undeveloped region, which represents 0.59 percent of passenger transportation in the world scheduled air traffic and 0.53 percent of international airports in the world. General indicators of air traffic development in 2008 are presented in Table 4 . The indicator number of passengers carried per capita indicates the degree of the development and mobility of the population [17] . The leaders in the region are Montenegro (whose residents traditionally use air transportation services) and Croatia which has domestic air transport market, unlike other countries in the region. In order to observe air transportation in the SEE region it is necessary to observe the number and categories of airports. Traffic, economic and political criteria for categorisation of airports starts from the capitals and the main cities of the region, together with minimum traffic volume of at least 500,000 passengers a year. The SEE region currently has 19 commercial airports with scheduled air traffic. Many airports in the region are close enough to national borders to serve parts of the neighbouring countries (Mostar airport lost much of its traffic to nearby Split and Dubrovnik). The main implications for airport development are small national aviation markets across the region and geographical location of many airports. Also, the competition among the airports with overlapping hinterlands can be fostered by improving road and rail links and cross-border procedures. Investment cost can be minimised if airport development is coordinated at the regional level. In order to achieve regional level of cooperation, national transport ministers and the European Commission signed a Memorandum of Cooperation for the SEETO 28 , which identified eleven priority airports 29 [18] . Most of the airports in the EU are already privately owned, including London, Brussels, Vienna and Rome. The EU acquis does not include any provisions regarding the privatisation of airports and airlines. The trend towards airport privatisation is spreading further eastwards 30 .
Almost two decades ago, the main airline in the SEE region was the Yugoslavian flag carrier, JAT, with 5 million passengers annually. After the breakup of Yugoslavia, all former member countries have established their own flag carriers. Bosnia even had two flag carriers, until Air Srpska went bankrupt in 2003. Many other airlines that emerged in the process are too small to survive on their own on the European market [19] . With 4.2 million passengers flown in 2008 and 39 mainly small aircraft, all carriers in the region combined account for less than half of the size of the Austrian Airlines ( Table 6 ).
The concept of the national flag carrier, which represents national sovereignty, is an outdated concept 31 . Most of the countries no longer have national air carriers, and most of them have been privatised. The ECAA provides the notion why national flag carriers are obsolete. First, theownership restrictions will be abolished 32 . Second, strict competition rules and state aid rules will prohibit governments from subsidizing airlines 33 . Third, new private carriers will emerge, once the level playing field is established 34 . Key determinants of regional network structures are code-sharing agreements and airline alliances. Star Alliance is the dominant player in the region.
CONCLUSION
Issues arising from ATM reforms in Europe are not sufficiently delegated to the powers of national regulatory authorities, primarily because of the number of norms that are developed at the Eurocontrol level, and not at the international regulatory level. In other words, national regulators are not obligated and have no responsibility in the implementation. On the other side, in the process of deregulation of air traffic in Europe and with the goal of commercialization of service providers, the national air traffic control systems in most transitional countries are transformed from government departments into autonomous commercial enterprises, where majority ownership remains with the state. As a successor of former governmental form, these enterprises have assumed the existing infrastructure and human potentials, with the primary function of commercial managing on the open market, while the regulatory function of ATM systems remains within the powers of the national regulator. Following the non-obligated legislation and transposed qualified personnel to ATM operative, national regulators cannot appropriately respond to the development needs in the ATM system because of insufficient administrative capacity. This issue is especially expressed in South Eastern Europe countries.
Analyzing the existing international regulation and practices, and with regard to condition of airports in transition South Eastern European countries, one of the possible solutions in institutionally-organizational sense is restructuring of public enterprises concerned with airport services and preparation for commercialization of airport operators and possible privatization. Managing the airport implies the establishment of certain private service providers in the segment of maintenance and ground handling, and other non-transport related activities.
In the process of commercialization and possible privatization of airport operators, it is essential that all administrative competences -from certification, safety oversight, environmental protection, and prevention of monopolistic behaviour on the market (airport fares), licensing of airport staff, to the creation of airport policy must remain under the responsibility of the regulator.
When analyzing today's and future owner structure within the carrier, professional and scientific analysis predict more intensive models of privatisation, which would proportionally reduce the influence of the state on the business of the carrier. With countering the competition by the low-cost carriers and with the af- The most important assumption for the realisation of the mentioned postulates of strategic development is the stability of the region, which was in the last decade more of an exception than a rule.
Unlike the managing characteristics of airports and air carriers, in which the state influence is decreasing, air traffic control is generally in state ownership. If analysing the ownership of air navigation service providers in Europe, the process of privatization of air traffic services is present only in Great Britain (NATS is the only ANSP in Europe that is fully privatised). ICAO is the proposer of the commercialization concept concerning air navigation service providers. During the last decades there has been a trend of establishing independent ATM service providers.
Restructuring the national authorities of air traffic control as service providers, whether commercialized or not, seeks the elaboration of many criteria, such as legal changes, separation of regulatory functions from the operator for avoiding conflict of interest and transparency of the commercial enterprise (business revision, business publications and annual reports). In Europe, most of the air traffic control systems are commercialised or commercialisation is underway.
The unique issue in strategic planning of ATM systems at a regional level is the dubious status of Eurocontrol, which has the dual function of a regulator and a service provider. Thus, reformation processes at national levels need to be accompanied by consistent transposition of the regulatory ATM domain under the EASA competence. 
